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Enclosed is our final audit report, Control Number ED-01G/A07F0017, titled Special Allowance 
Payments to Nelnet for Loans Funded by Tax-Exempt Obligations. This report incorporates the 
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EXECUTIVE SUMMARY 

 
Special allowance payments are made to lenders in the Federal Family Education Loan (FFEL) 
Program to ensure that lenders receive an equitable return on their loans.  In general, the amount 
of a special allowance payment is the difference between the amount of interest the lender 
receives from the borrower or the government and the amount that is provided under 
requirements in the Higher Education Act of 1965, as amended (HEA). 
 
The HEA includes a special allowance calculation for loans that are funded by tax-exempt 
obligations issued before October 1, 1993.  The quarterly special allowance payment for these 
loans may not be less than 9.5 percent, minus the interest the lender receives from the borrower 
or the government, divided by 4.  In this report, we refer to this calculation as the “9.5 percent 
floor.”  When interest rates are low, the 9.5 percent floor provides a significantly greater return 
than lenders receive for other loans. 
 
In April 2003, Nelnet implemented a process (“Project 950”) to increase the amount of its loans 
receiving special allowance under the 9.5 percent floor.  Through Project 950, Nelnet transferred 
loans into and out of an eligible tax-exempt obligation from taxable obligations, continuing to 
bill under the 9.5 percent floor for those loans after they were transferred to the taxable 
obligations.  Nelnet repeated this process many times, increasing the amount of loans it billed 
under the 9.5 percent floor from about $551 million in March 2003 to about $3.66 billion in June 
2004. 
 
The objective of our audit was to determine whether, for the period January 1, 2003, through 
June 30, 2005, Nelnet's use of Project 950 to increase the amount of its student loans billed under 
the 9.5 percent floor complied with the requirements in the HEA, regulations, and other guidance 
issued by the U.S. Department of Education (Department).  To accomplish our objective, we 
gained an understanding of Project 950, examined Nelnet’s tax-exempt and taxable obligations, 
reviewed the criteria used by Nelnet to determine whether a loan qualified for the 9.5 percent 
floor, and reviewed other related information. 
 
Nelnet’s Project 950 did not fund loans from an eligible source in compliance with the HEA, 
regulations, and other guidance issued by the Department.  Therefore, the increased amount of 
loans created by Project 950 was ineligible to be billed under the 9.5 percent floor.  We estimate 
that Nelnet was improperly paid more than $278 million in special allowance for these loans 
from the quarter ended March 31, 2003, through the quarter ended June 30, 2005, and that Nelnet 
could be improperly paid about $882 million for the ineligible loans after June 2005 if Nelnet’s 
billings are not corrected.1

 
                                                 
1 Our estimates of improper payments to Nelnet include the entire payment to Nelnet for loans billed improperly 
under the 9.5 percent floor.  We have not reduced our estimates by the amount of the special allowance payments 
that Nelnet may have received for the loans if it had billed under the regular special allowance calculation.  
However, our analysis of Nelnet’s 9.5 percent loan portfolio indicates that any eligibility for regular special 
allowance payments during our audit period would be limited and likely be a small portion of the amount received 
under the 9.5 percent floor. 
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We recommend that the Chief Operating Officer (COO) for Federal Student Aid (FSA) instruct 
Nelnet to exclude all Project 950 loans from its claims for payment under the 9.5 percent floor.  
We also recommend that the COO require the return of the overpayments described in this 
report. 
 
A draft of this report was provided to Nelnet for review and comment on August 9, 2006.  In its 
comments dated September 7, 2006, Nelnet strongly disagreed with our finding and 
recommendations, stating that its billing under the 9.5 percent floor complies with the HEA, 
regulations, and authoritative guidance.  Where appropriate, we have incorporated into this 
report summaries of Nelnet’s comments and our responses.  In response to comments received, 
we modified our conclusion that Nelnet’s transactions did not qualify as sales under the 
regulations.  Because this was an alternative basis for our finding, our basic finding that Nelnet 
billed ineligible loans under the 9.5 percent floor did not change.  We provide Nelnet’s response 
to our draft report as Enclosure 3. 
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BACKGROUND 

 
Special Allowance Payments 
 
A lender participating in the FFEL Program is entitled to a quarterly special allowance payment 
for loans in its portfolio.  In general, for Stafford loans,2 the amount of the quarterly special 
allowance payment is calculated in four steps: 
 
1. Determining the average of the bond equivalent rates of 91-day Treasury bills auctioned 

during the quarter, 
2. Adding a specified percentage to this amount (the specified percentage varies based on the 

loan type, origination date, and other factors), 
3. Subtracting the applicable interest rate for the loan and 
4. Dividing the resulting percentage by 4.  (34 C.F.R. § 682.302(c))3 
 
According to Section 438(a) of the HEA, the purpose of special allowance payments is to 
ensure— 
 

. . . that the limitation on interest payments or other conditions (or both) on loans 
made or insured under this part, do not impede or threaten to impede the carrying 
out of the purposes of this part or do not cause the return to holders of loans to be 
less than equitable . . . . 

 
9.5 Percent Floor 
 
The Education Amendments of 1980 (Pub. L. 96-374) created a separate special allowance 
calculation for FFEL Program loans made or purchased with proceeds of tax-exempt obligations, 
and the Higher Education Amendments of 1992 (Pub. L. 102-325) continued this separate 
calculation for loans with variable interest rates. 
 
In general, the quarterly special allowance payments for these loans is one half of the percentage 
determined under the method described above, using 3.5 percent as the specified percentage in 
Step 2.  However, the separate calculation also provides a minimum payment.  The special 
allowance payments for these loans “shall not be less than 9.5 percent minus the applicable 
interest rate on such loans, divided by 4.”  (Section 438(b)(2)(B)(i) and (ii) of the HEA) 
 
In this report, we refer to the separate calculation as the “9.5 percent floor.”  When interest rates 
are low, the 9.5 percent floor results in significantly greater special allowance payments than a 
lender would otherwise receive.  For example, for the quarter ended December 31, 2003, for a 
FFEL Program Stafford loan made on January 15, 2000, with an average daily balance of 
$5,000, a lender would receive $76 under the 9.5 percent floor (payment rate of 1.52 percent).  

                                                 
2 The calculation used for other types of FFEL Program loans is slightly different. 
3 All regulatory citations are to the version dated July 1, 2004. 
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Under the calculation that would be used if the same loan were not eligible for the 9.5 percent 
floor (payment rate of 0.0025 percent), the lender would receive $0.125. 
 
The Student Loan Reform Act of 1993, which was included in the Omnibus Budget 
Reconciliation Act of 1993 (Pub. L. 103-66), repealed the 9.5 percent floor, restricting it to loans 
made or purchased with the proceeds of tax exempt obligations that were originally issued before 
October 1, 1993.  The Taxpayer-Teacher Protection Act of 2004 (Pub. L. 108-409) and the 
Higher Education Reconciliation Act of 2005 (Pub. L. 109-171) placed further restrictions on 
loans’ eligibility for the 9.5 percent floor. 
 
Dear Colleague Letter 96-L-186 
 
In March 1996, the Department issued Dear Colleague Letter 96-L-186, Clarification and 
interpretative guidance on certain provisions in the Federal Family Education Loan (FFEL) 
Program regulations published on December 18, 1992.  Item 30 of this Dear Colleague Letter 
addressed the 9.5 percent floor: 
 

Under the regulations, if a loan made or acquired with the proceeds of a tax-
exempt obligation is refinanced with the proceeds of a taxable obligation, the loan 
remains subject to the tax-exempt special allowance provisions if the authority 
retains legal interest in the loan. If, however, the original tax-exempt obligation is 
retired or defeased, special allowance is paid based on the rules applicable to the 
new funding source (taxable or tax-exempt). 

 
Nelnet and Project 950 
 
Nelnet is headquartered in Lincoln, Nebraska, and makes, purchases, and finances student loans 
as part of its activities as a secondary market of student loans.  It is the successor in interest to a 
qualified scholarship funding corporation which converted to for-profit status in 1998, and as 
such, is the issuer of tax exempt obligations pursuant to an Indenture of Trust dated November 
15, 1985. 
 
Nelnet officials designed a process so Nelnet could increase the amount of loans it billed as 
eligible under the 9.5 percent floor (Project 950).  Through Project 950, Nelnet used a series of 
internal transactions to increase the amount of loans ostensibly funded by tax-exempt obligations 
from approximately $551 million for the quarter ended March 31, 2003, to nearly $3.66 billion 
for the quarter ended June 30, 2004.  There was no increase in the amount of Nelnet’s 
outstanding tax-exempt obligations during this period. 
 
On May 29, 2003, Nelnet sent a letter to the Department requesting guidance on its special 
allowance billing process.  (Nelnet’s letter and FSA’s response are included as Enclosure 1 to 
this report.)  In its letter, Nelnet described Project 950 and asked for the Department’s 
concurrence: 
 

As part of [Nelnet’s] overall cash flow management plan, the purchased loans will 
be held within the 1985 Indenture and financed by the tax exempt obligations 
issued by [Nelnet] under that financing for a period of time depending upon case 
management needs and other internal concerns, but in any event for at least one 
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day or longer.  Thereafter, loans will be refinanced and placed into financings 
which are taxable on a longer term basis . . . . 

 
. . . During the time that the loans are held in the 1985 Indenture . . . we intend to 
bill for special allowance at the quarterly rate of one-half the average of the bond 
equivalent rates of 91-day Treasury bill plus 3.5%, divided by 4, subject to a 
minimum of 9.5% minus the applicable interest rate on a loan, divided by 4.  
Since the loans thereafter will be refinanced under a taxable financing, [Nelnet] 
will maintain its 100% beneficial ownership interest in the loans previously 
purchased with proceeds of the 1985 Indenture, and the 1985 Indenture will not 
be retired or defeased, we intend to continue to bill for special allowance at such 
same quarterly rate . . . .  We intend to submit billings for special allowance at this 
same rate until such refinanced loans are either no longer beneficially owned by 
[Nelnet] (and are transferred to an unrelated or an affiliated purchaser), or until 
the 1985 Indenture is retired or defeased. 

 
The Department responded to Nelnet’s letter on June 30, 2004.  This response provided only 
references to other authorities: it neither concurred with nor objected to the process described in 
Nelnet’s letter.  After receipt of this letter, Nelnet recognized $124.3 million in earnings, citing 
“certain clarifying information received in connection with the guidance it had sought, including 
written and verbal communications with the Department . . . .”4

 
In the year and a quarter after Nelnet sent its letter to the Department, Nelnet’s portfolio of loans 
billed under the 9.5 percent floor increased by more than 560 percent: 
 

• For the last quarter before starting Project 950 (the quarter ended March 31, 
2003), Nelnet reported a tax-exempt average daily principle balance of 
approximately $551 million and received nearly $6.7 million in special allowance 
payments; 

 
• For the following quarter (ended June 30, 2003), Nelnet reported a tax-exempt 

average daily principal balance of nearly $856 million and received just over 
$10.6 million in special allowance payments; and 

 
• After more than a year of Project 950 (for the quarter ended June 30, 2004), 

Nelnet reported a tax-exempt principal balance of nearly $3.66 billion and 
received approximately $51.4 million in special allowance payments. 

 
Nelnet terminated Project 950 in May 2004, after the introduction of H.R. 4283, the College 
Access and Opportunity Act, which included provisions later enacted under the Taxpayer-
Teacher Protection Act of 2004.  Among other requirements, the Taxpayer-Teacher Protection 
Act amends the HEA to make loans that are transferred, sold, or refinanced by taxable 
obligations after September 30, 2004, ineligible for the 9.5 percent floor. 

                                                 
4 SEC Filing, Form 10-Q (August 16, 2004). 
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AUDIT RESULTS 

 
Nelnet’s use of Project 950 was not in compliance with requirements in the HEA, regulations, 
and the Department’s guidance.  The increased amount of loans billed under the 9.5 percent floor 
that resulted from Project 950 was not funded by any eligible source listed in 34 C.F.R. 
§ 682.302(c)(3)(i).  We estimate that Nelnet— 
 

• Was improperly paid about $278 million in special allowance from the quarter ended 
March 31, 2003, through the quarter ended June 30, 2005; and 

 
• Could be improperly paid about $882 million in special allowance after the quarter 

ended June 30, 2005, if Nelnet’s billings are not corrected. 
 
FINDING –  The Increase in Nelnet’s Special Allowance Payments under the 9.5 

Percent Floor Was Based on Ineligible Loans 
 
The amount of loans for which Nelnet received special allowance payments under the 9.5 
percent floor increased from about $551 million for the quarter ended March 31, 2003, to about 
$3.66 billion for the quarter ended June 30, 2004.  This increase is attributable, primarily, to 
Nelnet’s use of Project 950 to increase the amount of loans Nelnet billed under the 9.5 percent 
floor.  However, the loans upon which this increase was based were not funded by eligible 
sources. 
 
Project 950 
 
Nelnet implemented Project 950 in April 2003 to increase the amount of loans that it billed for 
special allowance payments under the 9.5 percent floor.  Under Project 950, Nelnet temporarily 
transferred student loans into its NEBHELP 1985A trust estate, which secures repayment of 
$143,035,000 in 30-year tax exempt bonds.  These bonds are scheduled to be retired in 2015.5  
About 94 percent of the loans transferred into the 1985A trust estate consisted of loans already 
held by Nelnet affiliates. 
 
After transferring loans into its 1985A trust estate, Nelnet transferred—as little as one day 
later—the loans from the 1985A trust estate to the estates of various Nelnet taxable obligations.6  
Some of these taxable obligations were the same obligations from which Nelnet originally 
transferred the loans into the 1985A trust estate.  In general, no funds were transferred into the 
1985A trust estate from the trust estate receiving the loans from the 1985A trust estate. 

                                                 
5 Although Nelnet has other pre-1993 tax-exempt bonds outstanding, it used only the bonds secured by the 1985A 
trust estate for Project 950, because the 1985A trust indenture has few limitations on the types of loans that can be 
financed and no limitations on the geographic origin of the financed loans. 
 
6 All of these obligations were issued by Nelnet Education Loan Funding, Inc., formerly known as Nebraska Higher 
Education Loan Program, Inc. 
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For each transaction, Nelnet attempted to match the amount of the loans being transferred into 
and from the 1985A trust estate to reduce the need to transfer cash to settle the transaction.  
When transferring loans out of the 1985A trust estate, Nelnet received the required concurrence 
of the bond trustee to release collateral from the estate.  Nelnet, through its subsidiary Nelnet 
Education Loan Funding, Inc., remained the 100 percent beneficial owner of the student loans 
that were transferred out of the 1985A trust estate. 
 
Nelnet billed all of the loans purchased by or transferred into the 1985A trust estate under the 9.5 
percent floor and continued to bill under the 9.5 percent floor for those loans after they were 
transferred to the taxable obligations.  By repeating this process many times over a 13-month 
period, Nelnet increased the amount of loans it billed under the 9.5 percent floor by over $3 
billion. 
 
As of March 31, 2005, most of the loans billed under the 9.5 percent floor were identified with 
three of Nelnet’s taxable bond issues: 
 

• 2003-1 issue, $798,753,435 in loans billed ($848,050,000 in outstanding bonds); 
• 2004-1 issue, $928,307,650 in loans billed ($1,010,000,000 in outstanding bonds); and 
• 2004-2 issue, $949,759,185 in loans billed ($969,718,000 in outstanding bonds).7 

 
As of March 31, 2005, the 1985A trust estate held only $71,411,805 in loans billed under the 9.5 
percent floor. 
 
The Project 950 transactions were unrelated to Nelnet’s ability to meet its 1985A bond 
obligations.  Nelnet sold the 2004-1 and 2004-2 bonds to investors with the express condition 
that 9.5 percent special allowance payments would not become part of the trust estates; only an 
amount equal to regular special allowance payments would be pledged toward repayment of the 
bonds.  The excess would be payable to Nelnet for its own purposes. 
 
Department Guidance to Nelnet 
 
In response to our request for information and in interviews we conducted, Nelnet identified 
communications with, and guidance received from, the Department related to Project 950.  The 
only written guidance specific to Project 950 identified by Nelnet was a letter dated June 30, 
2004, to the Managing Director, Government and Industry Relations for Nelnet, from the Acting 
General Manager, Financial Partner Services, FSA.  (See Enclosure 1.)  This letter did not 
approve or disapprove of Nelnet’s use of Project 950: it only referred Nelnet to existing 
authorities. 
 
Nelnet provided its documentation of a conversation with FSA’s former General Manager for 
Financial Partners Services on January 3, 2003: 
 

Based upon the guidance that was issued by ED in 1996, [the Director] agrees that 
there is no legal argument prohibiting a process of passing loans through a tax-

                                                 
7 None of these bond issues refunded prior tax-exempt bonds. 
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exempt issuance and into a taxable, while permanently retaining on such loans the 
floor earnings/half-SAP characteristics of the tax-exempts.  She also agreed that 
the ED guidance is silent on issues such as how often loans could be passed 
through the tax exempt or how long they had to stay in the tax exempt. 

 
Nelnet also provided its documentation of a verbal statement made by the Chief of Staff, 
Financial Partners Services, FSA, on June 30, 2004, concerning the June 30, 2004, letter to 
Nelnet.  The Chief of Staff allegedly stated that “he thought it was a positive letter.”  Nelnet 
officials told us that, as a result of the June 30, 2004, letter, the verbal statements, legal opinions 
it received, and the fact that the Department paid Nelnet’s billings without objection, they 
believed Nelnet’s billing practices for Project 950 were proper.  In its comments on the draft of 
this report, Nelnet also stated that Department guidance and statements by Department officials 
supported its position. 
 
Our review of Nelnet’s documentation did not identify any direct or explicit approval by the 
Department of Project 950.  Further, the documentation, including Nelnet’s letter of May 29, 
2003, to FSA (Enclosure 1), does not appear to reflect a comprehensive disclosure by Nelnet of 
the nature or effect of Project 950.  For example, Nelnet’s May 29, 2003, letter and its 
accompanying flow chart described only the basic process.  The letter did not identify the 
eligible source of funds that would be used to purchase and qualify loans for the 9.5 percent 
floor, did not state directly that the process would be repeated many times, and did not state that 
the process would result in a substantial increase in the amount of loans billed under the 9.5 
percent floor. 
 
Qualifying Sources of Funds 
 
Pursuant to 34 C.F.R. § 682.302(c)(3)(i), there are five funding sources that qualify loans to be 
billed under the 9.5 percent floor.  A loan is billed under the 9.5 percent floor if it is— 
 

. . . a loan made or guaranteed on or after October 1, 1980 that was made or 
purchased with funds obtained by the holder from— 

(A) The proceeds of tax-exempt obligations originally issued prior to 
October 1, 1993, the income from which is exempt from taxation under the 
Internal Revenue Code of 1986 (26 U.S.C.); 

(B) Collections or payments by a guarantor on a loan that was made or 
purchased with funds obtained by the holder from obligations described in 
paragraph (c)(3)(i)(A) of this section;   

(C) Interest benefits or special allowance payments on a loan that was 
made or purchased with funds obtained by the holder from obligations described 
in paragraph (c)(3)(i)(A) of this section;   

(D) The sale of a loan that was made or purchased with funds obtained by 
the holders from obligations described in paragraph (c)(3)(i)(A) of this section; or 

(E) The investment of the proceeds of obligations described in paragraph 
(c)(3)(i)(A) of this section. 

 
According to 34 C.F.R. § 682.414(a)(4)(ii)(L), a lender must keep “[a]ny additional records that 
are necessary to document the validity of a claim against the guarantee or the accuracy of reports 
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submitted under this part.”  Also, under 34 C.F.R. § 682.414(a)(1)(i), “[t]he records must be 
maintained in a system that allows ready identification of each loan’s current status . . . .” 
 
The loan records we reviewed during our audit did not readily identify the loans’ funding sources 
as described in 34 C.F.R. § 682.302(c)(3)(i).  Nelnet’s loan records only identified the tax-
exempt obligation with which each loan was associated.  Different rules apply to loans that are 
funded by different sources, and as such, loan records need to identify their loans’ funding 
sources in order to determine whether they should be billed under the 9.5 percent floor. 
 
Loans Funded by Transfers or Sales 
 
The Department’s guidance in DCL 96-L-186 allows a lender to continue to receive special 
allowance payments under the 9.5 percent floor after the lender transfers an eligible loan to a 
taxable obligation, as long as the original tax-exempt obligation has not been retired or defeased.  
However, Project 950 went beyond the scope of the guidance in DCL 96-L-186.  The Dear 
Colleague Letter did not address the circumstances by which a loan qualified for the 9.5 percent 
floor before being transferred. 
 
During Project 950, Nelnet transferred loans from the 1985A trust estate to one of several 
trust estates for taxable obligations.  Nelnet then transferred loans from the receiving trust 
estate to the 1985A trust estate in an amount equal to the principal and accrued interest of 
the transferred loans.  If these transfers were considered sales, they might result in an 
eligible source for 9.5 percent floor funding. 
 
To be considered an eligible source under criteria in 34 C.F.R. § 682.302(c)(3)(i)(D), 
“funds [must] be obtained by the holder from . . . [t]he sale of a loan . . . .”  As such, to be 
considered a sale for the purpose of this requirement, the transaction must be a sale of a 
loan by its holder, and funds must be received from the sale. 
 
The evidence we reviewed was mixed as to whether the transactions qualified as sales.  
According to Nelnet, each of its trusts is a separate legal entity, and an exchange of loans from 
one holder trust to another was sufficient to qualify as a sale.  However, Nelnet’s internal 
documentation varied in its characterization of the Project 950 transactions as transfers or sales. 
Other evidence indicates that the transactions may not qualify as sales under the regulations:  
 

• Nelnet, in its Form 10-K filed with the SEC on March 16, 2005, stated, “The transfers of 
student loans to the eligible lender trusts do not qualify for sales under the provisions of 
SFAS No. 140 . . . as the trusts continue to be under the effective control of the 
Company.”  Under the Financial Accounting Standards Board (FASB) Accounting 
Standards, Statements of Standards FAS 125 and FAS 140, the transfers do not meet the 
criteria to be counted as sales.  Nelnet has also acknowledged that for federal income tax 
purposes the transfer of loans to taxable trust estates does not qualify as a sale. 

 
• The eligible lender and holder for almost all of the Project 950 loans was Wells Fargo 

Bank Minnesota, National Association (Wells Fargo), the trustee for the 1985A trust 
estate and for all of the receiving trust estates.  Wells Fargo, as trustee for the 1985A trust 
estate, generally received no funds in exchange for the Project 950 loans transferred out 
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of that trust estate. Wells Fargo received funds only if the amount transferred out did not 
match the loans transferred in on a given day.  In those cases, Wells Fargo received only 
the difference between loans transferred out and in.  The trustee’s statements for the trust 
accounts designated for the sale or acquisition of loans neither reflect the receipt or 
expenditure of funds corresponding to or commensurate with the Project 950 transactions 
nor do those accounts reflect the acquisition or disposition of loans. 

 
• Although Wells Fargo was acting as trustee for separate trust estates, the transactions 

were initiated and controlled by the same entity, Nelnet.  While the sales may have been 
irrevocable between the trust estates, Nelnet remained the beneficial owner and retained 
the authority to direct Wells Fargo to transfer loans back to their original obligations or to 
other obligations.  Nelnet set both the buying and selling price, which was always the 
loan’s principal amount and accrued interest, with no consideration for the loan’s future 
income. 

 
Later Generation Loans Are Ineligible 
 
Regardless of whether the Project 950 transfers qualify as sales, most of the Project 950 loans 
would still be ineligible for the 9.5 percent floor.  The cycling of loans through the 1985A trust 
estate to qualify for the 9.5 percent floor is not permitted under the regulations because funds 
received from the proceeds of a loan that is eligible under 34 C.F.R. § 682.302(c)(1)(i)(B) 
through (E) cannot be used to make another eligible loan. 
 
The eligible funding sources described in 34 C.F.R. § 682.302(c)(3)(i)(A) through (E) are 
summarized below: 
 

• Source A: Proceeds of the eligible tax-exempt obligations. 
• Source B: Collections or payments on a loan funded by Source A. 
• Source C: Interest benefits or special allowance payments on a loan funded by Source A. 
• Source D: Funds obtained from the sale of a loan that was funded by Source A. 
• Source E: The investment of funds in Source A. 

 
As such, Sources B through E can only be created with funds that are derived from a loan funded 
by Source A.  An example is provided below: 
 

• Loan 1, funded by the proceeds of the original tax-exempt obligation, is eligible for the 
9.5 percent floor because it is funded by Source A. 

 
• Loan 2, purchased with funds obtained from the sale of Loan 1, is eligible for the 9.5 

percent floor because it is funded by Source D. 
 

• Loan 3, purchased with funds obtained from the sale of Loan 2, is not eligible for the 9.5 
percent floor.  It is not funded by Source D, because its funds were not obtained from the 
sale of a loan that was funded by Source A. 

 
Project 950 loans transferred into the 1985A trust estate were not “purchased with funds obtained 
by the holder from the issuance of tax-exempt obligations,” but were the result of ineligible later 
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generation “sales.”  Assuming that at the outset of Project 950 the 1985A trust estate held loans 
equal to the face amount of the 1985A bonds, and that those loans were made or purchased with 
the original bond proceeds, the maximum amount that Nelnet could have legitimately increased 
its 9.5 percent floor portfolio was $143,035,000.8  However, Project 950 increased Nelnet’s 
billing under the 9.5 percent floor about $3.1 billion, which is almost $3 billion more than the 
potential maximum increase of $143,035,000. 
 
Estimate of Special Allowance Improper Payments before June 2005 
 
We did not determine the exact amount of the overpayments attributed to these ineligible loans.  
However, we estimate a total potential improper payment to Nelnet of about $1,160,000,000. 
 
Table 1 provides our estimates of improper payments to Nelnet before June 2005 (during our 
audit period), and our estimate of potential improper payments to Nelnet after June 2005, if 
Nelnet’s billings are not corrected.  The table includes an estimate based on all Project 950 loans 
being ineligible for the 9.5 percent floor and a reduced estimate allowing for possible eligible 
loans based on first generation loan sales.9  The calculation of our estimates is explained and 
provided in Enclosure 2. 
 
Table 1
 

 

Improper Payment 
Estimate Based on All 

Project 950 Loans  
Being Ineligible  

Improper Payment 
Estimate Allowing for 
Possible Eligible First 
Generation Loan Sales 

Before June 2005 $278,000,000 $260,000,000 
After June 2005 $882,000,000 $835,000,000 

Totals: $1,160,000,000 $1,095,000,000
 
 
Our estimates of improper payments to Nelnet include the entire payment to Nelnet for loans 
billed improperly under the 9.5 percent floor.  We have not reduced our estimate by the amount 
of the special allowance payments that Nelnet may have received for the loans if it had billed 
under the regular special allowance calculation.  However, our analysis of Nelnet’s 9.5 percent 
loan portfolio indicates that any eligibility for regular special allowance payments during our 
audit period would be limited and likely be a small portion of the amount received under the 9.5 
percent floor.  In its comments, Nelnet estimated that the difference between what it received 
under the 9.5 percent floor and the regular special allowance was $322.6 million through June 
30, 2006. 

                                                 
8 An adjustment for possible sales of first generation loans may not be necessary.  On page 6 of its comments on our 
draft report, Nelnet stated, “virtually all tax-exempt obligations originally issued prior to October 1, 1993 are, by 
now, funding new loan purchases with later generation proceeds.” 
9 See footnote 8, above. 
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Recommendations 
 
We recommend that the COO for FSA— 
 
1.1 Require Nelnet to calculate special allowance payments received for Project 950 loans for 

the quarters ended March 31, 2003, through June 30, 2005 (for which we estimate $278 
million in improper payments), and return all overpayments. 
 

1.2 Require Nelnet to calculate and return all overpayments it received for special allowance 
after June 30, 2005, and instruct Nelnet to exclude all Project 950 loans from its claims 
for payment under the 9.5 percent floor. 
 

NELNET’S COMMENTS and OIG’S RESPONSE  
 
Nelnet strongly disagrees with our finding and recommendations and requested that our draft 
report be withdrawn.  Nelnet’s comments are included in Enclosure 3.  Nelnet’s comments also 
included a memorandum with exhibits from its legal counsel.  Because of the voluminous 
number of exhibits to the legal memorandum, we have not included the exhibits in Enclosure 3.10  
We summarize and respond to Nelnet’s comments below. 
 
Nelnet’s Comments on Existing Guidance 
 
Nelnet asserted that the draft report was inconsistent with the HEA, regulations, and authoritative 
guidance.  Nelnet places particular emphasis on a letter from former Secretary Rod Paige to 
Senator Edward M. Kennedy, dated November 18, 2004; a press release issued by Secretary 
Paige; Dear Colleague Letter 96-L-186; a report issued by the Government Accountability Office 
in 2004 (GAO-04-1070); and records of Congressional debate on the Taxpayer-Teacher 
Protection Act of 2004.  According to Nelnet, implementing the OIG recommendations would 
violate established law, which can be modified only through regulatory or statutory change. 
 
OIG Response 
 
Our report acknowledges that Department guidance in Dear Colleague Letter 96-L-186 permits 
lenders to continue to bill loans under the 9.5 percent floor after a transfer from a tax-exempt 
obligation to a taxable obligation.  We do not recommend recovery because of Nelnet’s process 
of transferring loans out of the 1985A trust estate disqualified the loans from billing under that 
floor.  We question whether the Project 950 loans qualified for the 9.5 percent floor prior to 
being transferred.  We have reviewed the Department guidance and statements cited by Nelnet 
and do not agree that they provide authorization for the increase in Nelnet’s billings that resulted 
from its Project 950.  Neither the guidance nor statements cited specifically addressed whether 
the loans qualified for the 9.5 percent floor prior to the transfer.  
 

                                                 
10 The legal memorandum includes a document (Ex. 23, a description of Project 950) that the memorandum asserts 
was jointly prepared by OIG and Nelnet.  An initial draft of that document was prepared by OIG auditors; Ex. 23, 
however, includes additional materials and edits not approved by OIG. 
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The most immediate and direct guidance provided to Nelnet was in the Department’s response to 
Nelnet’s letter dated May 29, 2003.  Nelnet’s letter asked the Department to indicate its 
“confirmation that our intended billing procedure is compliant with the Higher Education Act of 
1965, as amended, and regulations promulgated thereunder, by signing below.”  The Department 
did not sign or indicate its concurrence, and the Department’s written response to Nelnet did not 
provide approval of Nelnet’s billing procedure.  The letter from Secretary Paige to Senator 
Kennedy, issued less than five months later, confirms this understanding by stating, “The 
Department did not approve or disapprove of the methods that Nelnet and other lenders were 
using.”  As detailed in our report, Nelnet’s Project 950 loans did not qualify for the 9.5 percent 
floor under existing law. 
 
Nelnet’s Comments on Transfers  
 
Nelnet disagreed with our conclusion in our draft report that transfers of loans from the 1985A 
trust estate did not constitute sales resulting in proceeds that could qualify new loans for the 9.5 
percent floor under 34 C.F.R. § 682.302(c)(3)(i)(D).  Nelnet asserted that the transfers between 
the separate trust estates for reasonable value qualified as sales under commercial and property 
law, and that different treatment under accounting standards or federal income tax law did not 
preclude the transfers from qualifying as sales under the HEA. 
 
OIG Response 
 
After evaluation of Nelnet’s comments, we modified our conclusion and finding to indicate that 
the evidence of whether the transfers qualify as sales is mixed.  We have been unable to obtain 
the views of responsible Department officials on whether the regulations and the HEA preclude 
Nelnet’s Project 950 transactions, as described in our report, from qualifying as sales under 34 
C.F.R. § 682.302(c)(3)(i)(D). 
 
Nelnet’s Comments on Later Generation Proceeds 
 
Nelnet disagreed with our finding that proceeds obtained from the sale of later generation loans 
cannot be used to qualify a loan for the 9.5 percent floor under 34 C.F.R. § 682.302(c)(3)(i)(D).  
Nelnet asserted that it is well-established law that proceeds from later generation proceeds still 
constitute proceeds, and as such, the loans qualify for the 9.5 percent floor under 34 C.F.R. 
§ 682.302(c)(3)(i)(A), which makes loans eligible for the 9.5 percent floor if they are “obtained 
by the holder from . . . [t]he proceeds of tax-exempt obligations originally issued prior to 
October 1, 1993 . . . .” 
 
OIG Response 
 
We have not changed our finding.  The HEA and implementing regulations explicitly identify 
the specific and exclusive funding sources that may be used to qualify loans for the 9.5 percent 
floor.  Accepting Nelnet’s interpretation of 34 C.F.R. § 682.302(c)(3)(i)(A) would make 34 
C.F.R. § 682.302(c)(3)(i)(B) through (E) redundant, because the requirements in those 
paragraphs would already be included in Nelnet’s definition of “proceeds.”  Any reading of the 
HEA or regulations that makes some words redundant or surplusage is not reasonable. 
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The language in the HEA makes the limits in the regulations clear.  The first sentence of Section 
438(b)(2)(B)(i) states, “The quarterly rate of the special allowance for holders of loans which 
were made or purchased with funds obtained by the holder from the issuance of obligations . . . .”  
(Emphasis added.)  The second sentence of the same paragraph states— 

 
Such rate shall also apply to holders of loans which were made or purchased with 
funds obtained by the holder from collections or default reimbursements on, or 
interests or other income pertaining to, eligible loans made or purchased with 
funds described in the preceding sentence of this subparagraph or from income 
on the investment of such funds.  (Emphasis added.) 

 
As such, the HEA limits eligible funding sources to funds obtained from collections, default 
reimbursement, interest, or other income received for loans that are made or purchased with 
funds obtained from the issuance of obligations.   
 
Nelnet’s Comments on Sufficiency of Loan Records 
 
Nelnet responded to a statement in our report that Nelnet’s records did not readily identify the 
loans’ funding sources as described in 34 C.F.R. § 682.302(c)(3)(i); Nelnet’s loan records only 
identified the tax-exempt obligation with which each loan was associated.  According to Nelnet, 
the requirements in the HEA and regulations do not require a lender to maintain records that 
identify the loans’ funding sources.  However, since Nelnet’s records identify the trust that sells 
the loan and the trust that buys the loan, including each party’s unique bond identification 
number, those records clearly reflect each loan’s source of funding and are sufficient to 
determine a loan’s eligibility for the 9.5 percent floor.  
 
OIG Response 
 
We did not conclude that Nelnet’s records were legally insufficient.  However, as we state in our 
report, 34 C.F.R. § 682.414(a)(4)(ii)(L) requires lenders to maintain “records that are necessary 
to document the validity of a claim against the guarantee or the accuracy of reports submitted 
under this part.”  Without records identifying the specific funding source used to make or 
purchase loans (whether the loans are funded under paragraph (A), (B), (C), (D), or (E) of 34 
C.F.R. § 682.302(c)(3)(i)), a lender cannot readily and accurately determine which of its loans 
are eligible for the 9.5 percent floor. 
 
Nelnet’s Comments on Estimates 
 
In a legal analysis provided to Nelnet by Perry, Guthery, Haase & Gessford, P.C., L.L.O. 
(Enclosure 3 legal memorandum, page 30), our estimates of overpayments are described as 
flawed because the estimates do not represent the difference between what Nelnet received or 
will receive under the 9.5 percent floor and the regular special allowance rate.  Nelnet estimated 
that the difference between what it received under the 9.5 percent floor and the regular special 
allowance was $322.6 million through June 30, 2006.  Nelnet stated that the estimate of future 
payments is speculative due to fluctuating interest rates and reductions of loan volumes due to 
payoffs and consolidations.  Nelnet reserved the right to challenge the overpayment amount at an 
appropriate time. 
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OIG Response 
 
We have modified our report to refer to our calculations as estimates of improper payments 
rather than overpayments.  Although it is appropriate to refer to the amounts received in violation 
of program rules as overpayments, we made this change and clarified the recommendations to 
avoid confusion between the improper payment amount and the amount Nelnet may have to 
return to the Department.   
 
We have annotated the report to indicate that the estimates do not reflect the amount of the 
special allowance payments that Nelnet could be eligible to receive under the regular special 
allowance calculation.  However, based on the low interest rate environment during our audit 
period and an analysis of Nelnet’s 9.5 percent portfolio, any eligibility for regular special 
allowance payments during our audit period would be limited and likely be a small portion of the 
amount received under the 9.5 percent floor.   
 
Nelnet’s own estimate of $322.6 million indicates that the amounts of regular special allowance 
payments would be limited and indicates our estimate of improper payments through June 30, 
2005, could be reasonable.  Regarding future estimates, we acknowledge the possibility of 
interest rate fluctuations; our estimate is nevertheless reasonable based on current information. 
 
In any event, we have not recommended that the Department recover the amounts we calculated.  
Instead, we have recommended that the Department require Nelnet to calculate and return the 
actual overpayments received and exclude ineligible loans from future billings.  While loan 
volume can fluctuate due to payoffs and consolidation, our future estimate takes payoffs into 
account.  In addition, 92 percent of Nelnet’s 9.5 percent portfolio consists of consolidation loans, 
which have a fixed rate of interest and are less susceptible to payoff through further 
consolidation. 
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OBJECTIVE, SCOPE, AND METHODOLOGY 

 
The objective of our audit was to determine whether, for the period January 1, 2003, through 
June 30, 2005, Nelnet's use of Project 950 to increase the amount of student loans billed under 
the 9.5 percent floor complied with the requirements in the HEA, regulations, and other guidance 
issued by the Department. 
 
To accomplish our audit objective, we— 
 

• Obtained from the Department the amount of 9.5 percent special allowance payments to 
Nelnet and the average daily loan balances included on Nelnet’s billings on which these 
payments were based, in total, for the period January 1, 2002, through June 30, 2005; 

• Obtained and documented an understanding of the governing law, regulations, and 
guidance applicable to the issuance of tax-exempt and taxable obligations used to fund 
student loans that will be billed at the 9.5 percent allowance rate; 

• Obtained and documented a listing of Nelnet’s bonds issued from October 1, 1993, 
through June 30, 2005, along with information related to each bond, and Nelnet’s use of 
proceeds to fund student loans that would be billed at the 9.5 percent special allowance 
rate; 

• Reviewed and documented Nelnet’s Project 950 procedures and methodologies used to 
fund student loans that would be billed at the 9.5 percent special allowance rate; 

• Reviewed supporting documentation for a randomly selected sample of 30 student loans, 
from the universe of 350,407 student loans that were included in Nelnet’s 9.5 percent 
special allowance billings for the quarter ended March 2005, to determine whether 
Nelnet’s Project 950 methodologies and practices used were in effect; 

• Reviewed supporting documentation for a judgmentally11 selected sample of 20 student 
loans, from a bond-to-bond listing that documents the student loans transferred between 
Project 950 bonds, dated January 22, 2004, to determine whether Nelnet’s Project 950 
methodologies and practices were in effect; 

• Reviewed supporting documentation for all 120 student loans originated after May 1, 
2004, and associated with a Project 950 bond code, from the universe of 350,407 student 
loans that were included in Nelnet’s 9.5 percent special allowance billings for the quarter 
ended March 2005, to determine whether Nelnet terminated Project 950 after May 1, 
2004; 

• Reviewed supporting documentation for 287 judgmentally12 selected student loans, from 
bond-to-bond listings that document the student loans transferred between Project 950 
bonds, dated May 28, 2004, to determine whether Nelnet terminated Project 950 after 
May 1, 2004; and 

• Examined the bond transcript and other bond documentation for each bond, associated 
with Project 950, that funded a loan in the sample. 

                                                 
11 We selected loans with a high principal balance from 14 pages of the listing. 
12 We selected the first loan on each page of the listings. 
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We also relied, in part, on computer-processed data provided by Nelnet.  To ensure the reliability 
of the data, we performed limited data testing.  We obtained Nelnet’s Lender Reporting Form 
(LaRS) database for the quarter ended March 2005.  We validated that the database was 
complete and reliable by comparing the ending principal balance against the Department’s 
Financial Management Systems Data Mart total and verifying that the dates on the loan history 
detail, names, social security numbers, and the loan amounts matched the information in Nelnet's 
system. 
 
We conducted our audit in accordance with generally accepted government auditing standards 
appropriate to the scope described above.  From July 2005 through July 2006, we conducted our 
work at Nelnet’s offices in Lincoln, Nebraska, and our offices in Chicago, Illinois, and Kansas 
City, Missouri.  We discussed the results of our audit with Nelnet officials on June 22, 2006. 
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Enclosure 1: Nelnet’s Written Inquiry and FSA’s Response 
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Enclosure 2: Estimates of Special Allowance Improper Payments 

 
 
Estimates of Special Allowance Improper Payments before June 2005 
 
The calculation of our estimate of the special allowance improper payments based on all Project 
950 loans being ineligible is provided in Table 2-1: 
 
Table 2-1
 

Quarter 
Ending 

Balance 
Claimed 

Special 
Allowance Paid

Revised 
Balance 

Revised 
Payment 

Potential 
Improper 
Payment 

3/31/2003 $432,168,564 $5,334,343 $432,168,564 $5,334,343 $0
6/30/2003 $736,347,966 $9,293,367 $432,168,564 $5,454,352 $3,839,015
9/30/2003 $1,433,766,618 $19,161,070 $432,168,564 $5,775,565 $13,385,505

12/31/2003 $2,065,372,597 $28,325,817 $432,168,564 $5,927,031 $22,398,786
3/31/2004 $2,949,297,160 $41,223,576 $432,168,564 $6,040,603 $35,182,973
6/30/2004 $3,550,519,779 $50,002,081 $432,168,564 $6,086,243 $43,915,837
9/30/2004 $3,389,308,493 $47,781,542 $432,168,564 $6,092,594 $41,688,948

12/31/2004 $3,291,717,236 $46,399,112 $432,168,564 $6,091,725 $40,307,387
3/31/2005 $3,215,007,716 $45,289,782 $432,168,564 $6,087,954 $39,201,828
6/30/2005 $3,148,631,415 $44,377,891 $432,168,564 $6,091,132 $38,286,759

Totals: $337,188,580 $58,981,542 $278,207,038
 
The calculation of our estimate of the special allowance improper payments, based on an 
allowance for possible eligible first generation loan sales, is provided in Table 2-2: 
 
Table 2-2
 

Quarter 
Ending 

Balance 
Claimed 

Special 
Allowance Paid

Revised 
Balance 

Revised 
Payment 

Potential 
Improper 
Payment 

3/31/2003 $432,168,564 $5,334,343 $432,168,564 $5,334,343 $0
6/30/2003 $736,347,966 $9,293,367 $575,203,564 $7,259,581 $2,033,786
9/30/2003 $1,433,766,618 $19,161,070 $575,203,564 $7,687,106 $11,473,964

12/31/2003 $2,065,372,597 $28,325,817 $575,203,564 $7,888,703 $20,437,114
3/31/2004 $2,949,297,160 $41,223,576 $575,203,564 $8,039,864 $33,183,712
6/30/2004 $3,550,519,779 $50,002,081 $575,203,564 $8,100,610 $41,901,471
9/30/2004 $3,389,308,493 $47,781,542 $575,203,564 $8,109,062 $39,672,480

12/31/2004 $3,291,717,236 $46,399,112 $575,203,564 $8,107,906 $38,291,206
3/31/2005 $3,215,007,716 $45,289,782 $575,203,564 $8,102,887 $37,186,895
6/30/2005 $3,148,631,415 $44,377,891 $575,203,564 $8,107,116 $36,270,775

Totals: $337,188,580 $76,737,178 $260,451,403
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In Tables 2-1 and 2-2, the column(s) headed— 
 
• Balance Claimed and Special Allowance Paid contain the actual average daily principle 

balance of the loans reported for Nelnet by its trustee, Wells Fargo Bank, as eligible for the 
9.5 percent floor on its quarterly special allowance billing requests and the actual amount of 
the Department’s special allowance payment on those loans.13 

 
• Revised Balance, in Table 2-1, is the loan amount reported as eligible for the 9.5 percent 

floor for the quarter ended March 31, 2003, before the billed amount was increased with 
ineligible loans created by Project 950.  In Table 2-2, amounts for quarters ending June 30, 
2003, and later are increased by $143,035,000, which is the amount of the 1985A trust estate 
and the maximum potential increase of eligible funds.  (See our explanation under “Later 
Generation Loans Are Ineligible.”) 

 
• Revised Payment is our estimate of the amount of the Special Allowance Paid that is 

proportional to the revised balance.  To calculate the Revised Payment, we determined the 
percentage of the Balance Claimed represented by the Special Allowance Paid, and we 
multiplied the Revised Balance by that percentage: (Special Allowance Paid / Balance 
Claimed) X Revised Balance. 

 
• Potential Improper Payment is the Special Allowance Paid minus the Revised Payment. 
 
Estimates of Special Allowance Improper Payments after June 2005 
 
On December 1, 2015, Nelnet’s 1985A bonds are scheduled to be retired, and Nelnet will no 
longer be able to bill under the 9.5 percent floor for loans made or purchased by that trust estate.  
We estimate that Nelnet potentially could be improperly paid about $882 million in special 
allowance from July 2005 through at least December 1, 2015, if Nelnet’s billings are not 
corrected.  Requiring Nelnet to correct its post-June 2005 special allowance billings could allow 
the Federal government to put the $882 million to better use. 
 
The method we used to calculate our estimates is described below: 
 

• Determine the date that Project 950 loans will be paid off.  For purposes of its 
estimates under the Federal Credit Reform Act of 1990, the Department estimates that a 
student entering repayment on a FFEL Program loan will take approximately 13 years to 
repay his or her loan.  Because May 31, 2017, is 13 years after May 31, 2004 (the month 
during which Project 950 ended), we estimate that the ineligible loans will be paid down 
to $0 by May 31, 2017.  

 

                                                 
13 Nelnet bills for special allowance payments under three separate lender IDs: Wells Fargo Bank (Lender IDs 
821666 and 833500) and Melmac Zions Bank (Lender ID 831300).  We have limited the data used to calculate our 
estimate to special allowance payments to Lender ID 833500 because virtually all transfers from the 1985A trust 
estate to a taxable obligation, under Project 950, were transfers to Lender ID 833500.  The sole transfer under 
Project 950 to a different Lender ID was a transfer of $463,964 to Melmac Zions Bank, on June 4, 2004. 
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• Calculate potential quarterly special allowance improper payments after June 
2005.  There are about 48 quarters between June 30, 2005, and May 31, 2017.  As such, 
Nelnet’s potential improper payment estimated in Table 2-1 for the quarter ended June 
30, 2005 ($38,286,759) must be reduced by about $802,588 for each following quarter in 
order to be reduced to $0 on May 31, 2017.  Nelnet’s potential improper payment 
estimated in Table 2-2 for the quarter ended June 30, 2005 ($36,270,775) must be 
reduced by about $760,328 for each following quarter in order to be reduced to $0 on 
May 31, 2017. 

 
• Total quarterly special allowance improper payment estimates.  In Table 2-3, we 

estimate special allowance improper payments for each quarter from the quarter ended 
September 30, 2005, through the quarter ending December 31, 2015.  Except as noted, 
each quarterly estimate is about $802,588 (for Table 2-1) or $760,328 (for Table 2-2), as 
appropriate, less than the estimate for the previous quarter.  Our total estimates of 
potential special allowance improper payments to Nelnet after June 30, 2005, is provided 
in the final row. 

 
Table 2-3 
 

Quarter 
Ending 

Potential Improper 
Payment Based on All 

Project 950 
Loans Being Ineligible 

Potential Improper 
Payment Allowing for 

Possible  
Eligible First Generation 

Loan Sales 
9/30/2005 $37,484,171 $35,510,447 
12/31/2005 $36,681,583 $34,750,119 
3/31/2006 $35,878,994 $33,989,791 
6/30/2006 $35,076,406 $33,229,463 
9/30/2006 $34,273,818 $32,469,135 
12/31/2006 $33,471,229 $31,708,806 
3/31/2007 $32,668,641 $30,948,478 
6/30/2007 $31,866,053 $30,188,150 
9/30/2007 $31,063,465 $29,427,822 
12/31/2007 $30,260,876 $28,667,494 
3/31/2008 $29,458,288 $27,907,166 
6/30/2008 $28,655,700 $27,146,838 
9/30/2008 $27,853,112 $26,386,510 
12/31/2008 $27,050,523 $25,626,182 
3/31/2009 $26,247,935 $24,865,854 
6/30/2009 $25,445,347 $24,105,525 
9/30/2009 $24,642,758 $23,345,197 
12/31/2009 $23,840,170 $22,584,869 
3/31/2010 $23,037,582 $21,824,541 
6/30/2010 $22,234,994 $21,064,213 
9/30/2010 $21,432,405 $20,303,885 
12/31/2010 $20,629,817 $19,543,557 
3/31/2011 $19,827,229 $18,783,229 
6/30/2011 $19,024,640 $18,022,901 
9/30/2011 $18,222,052 $17,262,573 
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Quarter 
Ending 

Potential Improper 
Payment Based on All 

Project 950 
Loans Being Ineligible 

Potential Improper 
Payment Allowing for 

Possible  
Eligible First Generation 

Loan Sales 
12/31/2011 $17,419,464 $16,502,244 
3/31/2012 $16,616,876 $15,741,916 
6/30/2012 $15,814,287 $14,981,588 
9/30/2012 $15,011,699 $14,221,260 
12/31/2012 $14,209,111 $13,460,932 
3/31/2013 $13,406,523 $12,700,604 
6/30/2013 $12,603,934 $11,940,276 
9/30/2013 $11,801,346 $11,179,948 
12/31/2013 $10,998,758 $10,419,620 
3/31/2014 $10,196,169 $9,659,292 
6/30/2014 $9,393,581 $8,898,963 
9/30/2014 $8,590,993 $8,138,635 
12/31/2014 $7,788,405 $7,378,307 
3/31/2015 $6,985,816 $6,617,979 
6/30/2015 $6,183,228 $5,857,651 
9/30/2015 $5,380,640 $5,097,323 
12/31/2015 $3,052,004 (a) $2,891,301 (a) 

Total: $881,780,622 $835,350,584 
(a) The estimates for the quarter ending December 31, 2015, are two-thirds the amount 

that would result from subtracting $802,588 or $760,328 from the amount for the 
previous quarter, because Nelnet’s loans lose their eligibility for the 9.5 percent 
floor after two-thirds of this quarter, on December 1, 2015. 

 
 
Limitation on Estimates 
 
Our estimates of improper payments to Nelnet include the entire payment to Nelnet for loans 
billed improperly under the 9.5 percent floor.  We have not reduced our estimate by the amount 
of the special allowance payments that Nelnet may have received for the loans if it had billed 
under the regular special allowance calculation.  However, our analysis of Nelnet’s 9.5 percent 
loan portfolio indicates that any eligibility for regular special allowance payments during our 
audit period would be limited and likely be a small portion of the amount received under the 9.5 
percent floor.  In its comments, Nelnet estimated that the difference between what it received 
under the 9.5 percent floor and the regular special allowance was $322.6 million through June 
30, 2006.
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Enclosure 3: Nelnet’s Comments 

 
Because of the voluminous number of exhibits included in Nelnet’s comments on the draft 
report, we have not included the exhibits in this enclosure.  Copies of the exhibits are available 
on request.
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